Revocable versus Irrevocable Trusts 


By N. Brian Caverly, Esq. and Jordan S. Simon 


An intervivos trust — a trust you set up that goes into effect while you’re still alive 
— can be either revocable, meaning that you can change your mind, or irrevocable, 
meaning sorry, what’s done is done. 


Irrevocable trusts are the easier of the two to understand. After you place property 
into an irrevocable trust, you can’t retrieve the property. For all intents and 
purposes, that property now belongs to the trust, not to you! 


With a revocable trust, however, you can place property into the trust and at some 
point in the future, undo the transfer by removing the property and terminating the 
trust. 


You most likely have gift tax consequences when you establish an intervivos 
irrevocable trust, so make sure your accountant is “in the loop,” along with your 
attorney. Also, certain transfers within certain time periods prior to your death can 
be included in your estate as “gifts in contemplation of death” under both state and 
federal statutes. So watch out for possible death tax implications! 


The most significant distinctions between revocable and irrevocable trusts are the 
estate tax considerations. Property that you place in an irrevocable trust is no 
longer considered part of your estate, meaning that the property typically isn’t 
included in your estate’s value when it comes to determining if you owe death taxes 
and, if so, how much. 


However, you still own property that you place into a revocable trust, and therefore 
that property is still subject to death taxes. If you can change your mind about the 
trust and retrieve the property from the trust at any time while you’re still alive, the 
property is really yours and should be considered part of your estate. 


So if you only get a break on estate taxes with an irrevocable trust, why would 
anyone want to use a revocable trust without the estate tax break? Estate tax 


savings is only one of the reasons you may consider including a trust in your estate 
planning. If your estate’s value is no where near the federal estate tax exemption, 
then you really don’t need to be concerned about federal estate-tax-saving tactics. 


Your motivation for setting up a trust may have more to do with estate protection or 
helping out a charity, but you also may want a safety valve that allows you to pull 
money out of a trust if circumstances change in some way. 


Make sure to work with your accountant to understand any and all tax implications 
— gift, federal estate, and state inheritance or estate — for property transfers to 
both irrevocable and revocable trusts. He or she can help you set up the right 
provisions and avoid unpleasant tax-related surprises from the government because 
of some provision of the tax code you didn’t know about. 


Benefits of Setting Up a Trust 


By N. Brian Caverly, Esq. and Jordan S. Simon 


Trusts are an important part of your estate plan when you want to leave money to 
your minor children. Trusts ensure that money, managed by a trustee, is set aside 
and made available to them when they reach a certain age. Trusts are often 
complex, time consuming to set up and oversee, and cost you money. So you 
should have a good reason to go to all this trouble! 


Here are some common benefits and objectives of using trusts: 


Avoiding taxes: One common tax-saving trusts is an irrevocable life insurance trust. 
After you die, the proceeds from your life insurance policy (the death benefit 
amount) are added back into your estate, often turning an estate that isn’t subject 
to federal estate taxes into an estate that needs to write a substantial check to the 
IRS! 


However, an irrevocable life insurance trust shelters life insurance death benefit 
proceeds from estate taxes. After setting up the trust, you still have life insurance, 
and your beneficiary or beneficiaries still receive the proceeds from your policy 
upon your death. But now, estate taxes may not be a problem. 


Avoiding probate: By keeping certain property out of your probate estate, you may 
be able to avoid many of the hassles, costs, and lack of privacy concerns related to 
probate. 


Protecting your estate (and your beneficiary’s or beneficiaries’ estate): One of the 
primary uses of trusts is to protect your property even after it becomes someone 
else’s estate. 


For example, suppose that you want to leave $500,000 to your only son, but you’re 
concerned that before you can Say, “sail around the world,” he will have spent the 
entire half million. 


You can use a trust to parcel out the money to your son as you See fit. The trust can 
give him a little bit each year for some duration, and then a final lump sum at some 
age when you think he’ll be mature enough to protect the money as if he had 
actually earned it himself. 


Or you can add conditions to how the money in the trust is dispersed, such as your 
son receives a little bit of money until a certain age, and then he gets the rest only 
if he graduates college or meets some other criteria you determine when you set up 
the trust. 


Providing funds for educational purposes: Trusts can make money available to your 
children, grandchildren, other relatives, or even nonrelatives (your employees’ 
children, for example) for educational purposes, such as college tuition and living 


expenses. 


You can set up and fund trusts that parcel out money for educational purposes with 
a no-school, no-money restriction. 


Benefiting charities and institutions: You can help out charities by setting up some 
type of charitable trust that may, for example, annually give money to the charity 

while you're still alive, give a larger amount upon your death, and then continue to 
make regular payments out of the remainder. 


You can even set up a charitable trust to make regular payments to the charity for 
some amount of time but eventually “give back” whatever is left to you or, if you’ve 
died, to someone else in your family. Alternatively, you can set up a charitable trust 
to work the other way — pay you while you're still alive, and upon your death, the 
remaining amount in the trust goes to the charity. 


Benefits of Setting Up a Trust 


Trusts are an important part of your estate plan when you want to leave money to 
your minor children. Trusts ensure that money, managed by a trustee, is set aside 
and made available to them when they reach [more...] 


Revocable versus Irrevocable Trusts 


An intervivos trust — a trust you set up that goes into effect while you’re still alive 
— can be either revocable, meaning that you can change your mind, or irrevocable 
[more...] 


What Is a Trust? 


A trust agreement is a document that spells out the rules that you want followed for 
property held in trust for your beneficiaries. Common objectives for trusts are to 
reduce the estate tax liability, [more...] 


Avoiding Estate Taxes with an Irrevocable Life Insurance Trust 


One common way to get around estate taxes on your life insurance is to create an 
irrevocable life insurance trust. You transfer the ownership of your life insurance 
policy to the trust, effectively taking [more...] 


Estate Planning with Protective Trusts to Cover Your Assets 


Protective trusts — spendthrift, supplemental needs and special needs, education, 
and minor’s trusts — let you parcel out money when you feel the time is right or 
specify exactly how the trust money is [more...] 


What Are Grantor-Retained Trusts All About? 


Grantor-retained trusts let you create a “noncharitable” trust. Instead of the 
property in the trust eventually going to a charitable organization, the property 
goes to [more...] 


Trust Fund Payment Plans: Intervivos and Testamentary 


A trust that makes annual payments to a beneficiary while you're still alive is an 
intervivos trust. If you set up a trust to become effective and start making 
payments after your death, you've set up [more...] 


How Marital Trusts Work 


Most marriage-oriented trusts postpone payment of estate taxes until both spouses 
in a marriage have died. A marital deduction trust allows you to put property in 
trust with your spouse as the beneficiary [more...] 


What Are Charitable Trusts All About? 


Setting up a charitable trust to leave property to a qualified charitable organization 
can reduce your estate taxes similar to the way giving gifts to charitable 
organizations offers the charitable deduction [more...] 


What Is a Living Trust? 


A living trust is a legal document created by you (the grantor) during your lifetime. 
Just like a will, a living trust spells out exactly what your desires are with regard to 
your assets, your dependents [more...] 


Documents Needed to Transfer Assets into a Trust 


When the grantor of a trust is alive, the trustee’s first step is to transfer assets into 
the trust. As trustee, before you begin to transfer these assets into the trust, you 
must have key documents handy [more...] 


How to Transfer Cash and Securities into a Trust 


Two assets that trustees commonly use to fund a living grantor’s trust are cash and 
securities. The ownership records of securities held in street name are maintained 
by the bond- or stock-issuing financial [more...] 


Funding Trusts with Stocks, Promissory Notes, and Limited Partnership Interests 


Many grantors set up trusts with the intent to fund them with non-publicly traded 
securities, such as privately held stocks, promissory notes, and limited partnership 
interests. [more...] 


How Are Family Trustees and Independent Trustees Similar and Different? 


Every trust must have a fiduciary, in this case, a trustee, to administer the trust 
assets. The two major types of trustees are independent trustees and family 
trustees. In general, both independent trustees [more...] 


How to Read a Trust Instrument and Create a Trust Plan 


After you’ve been named as trustee of a trust, you will need to understand the 
trustee’s duties and powers as soon as possible in order to create a plan for 
administering the trust. The conditions of the [more...] 


How to Identify the People Associated with a Trust 


As a trustee, identifying the people associated with the trust you are administering 
is one of your important first steps. You need to know who the beneficiaries and 
remaindermen are. You will also want [more...] 


What Powers Are Granted to a Trustee? 


The powers the grantor gives you, the trustee, in a trust instrument include the 
buying and selling of assets, determining distributions to the beneficiaries, and even 
the hiring and firing of advisors [more...] 


What Are a Trustee’s Fiduciary Duties? 


As a trustee, you have a fiduciary duty to the trust. You must always act in 
accordance with the terms of the trust instrument. Your attorney can advise you as 
to the law regarding your duties and limitations [more...] 


How to Protect a Trust’s Assets 


As trustee, one of your important fiduciary duties is to protect the trust’s assets. 
You will look to diversify the assets to allow for modest gains while preventing 
losses. You may choose to enlist the [more...] 


What Are a Trust's Principal and Income? 


A trust has two components, the principal and the income. The principal is all the 
property that’s available to produce ordinary income like dividends, interest, or 
rents. AS you make payments, some may [more...] 


How to Use Investment Advisors Wisely for a Trust 


Investment advisors can make your life as trustee easier. They spend all their 
professional time researching companies and reading balance sheets and annual 
reports. Their job is to be on top of whatever [more...] 


How to Notify Trust Beneficiaries 


If the creator of a trust fails to notify the beneficiaries of the existence of this trust 
during his or her lifetime, then the administrator of his or her estate must notify 
them. Establish a reliable [more...] 


How to Formalize Your Selection of an Estate Attorney 


After you have researched attorney credentials, interviewed estate lawyers, and 
discussed pricing, you will be ready to make a final decision on an attorney to assist 
with the administration of your estate [more...] 


How to Submit a Trust’s Final Income Tax Returns 


You can’t walk away from your duties as trustee until and unless you’ve filed a final 
Form 1041, U.S. Income Tax Return for Estates and Trusts. Before terminating the 
trust, you will need to ensure that [more...] 


What Are Key Bond Terms for a Trust? 


Investing in bonds can be one of the safest and easiest ways to invest, yet many 
people shy away from these investments because they may not understand all the 
words used in their descriptions. This article [more...] 


